
The fourth quarter of 2018 brought volatility back into the forefront of investors minds.  
It can be easy during periods of market upswings to forget about the risks of a 
downturn so when they occur, panic can set-in.  Revisiting your tolerance for market 
risks during both up and down markets can be helpful in reducing anxiety.  There are 
numerous programs and websites out there than provide you with some type of score 
on your investment comfort levels.  Personally, I am most comfortable with a process 
that avoids questions about age, income, and net worth as I believe these factors point 
more to the question of “Can you handle the risk?” not “Are you comfortable with the 
risk?”.  I also prefer a system that relies on more than just 3-5 questions and takes into 
account the psychological factors of risk.  Don’t know what your risk level is or haven’t 
checked in in a few years?  Give me a call and I can help. 
----Chuck 
 

Do Your Investments Match Your Risk Tolerance? 
When was the last time you looked at the content of your portfolio? 
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From time to time, it is a good idea to review how your portfolio assets are allocated – how 
they are divided among asset classes. 
 
At the inception of your investment strategy, your target asset allocations reflect your 
tolerance for risk. Over time, though, your portfolio may need adjustments to maintain those 
target allocations.  
 
Since the financial markets are dynamic, the different investments in your portfolio will gain or 
lose value as different asset classes have good or bad years. When stocks outperform more 
conservative asset classes, the portion of your portfolio invested in equities grows more than 
the other portions.  
 
To put it another way, the passage of time and the performance of the markets may subtly and 
slowly imbalance your portfolio. 
 
If too large a percentage of your portfolio is held in stocks or stock funds, you may shoulder 
more investment risk than you want. To address that risk, your portfolio holdings can be 
realigned to respect the original (target) asset allocations.   
   
A balanced portfolio is important. It would not be if one investment class always outperformed 
another – but in the ever-changing financial markets, there is no “always.” In certain market 
climates, investments with little or no correlation to the stock market become appealing. Some 
investors choose to maintain a significant cash position at all times, no matter how stocks fare.  
   



Downside risk – the possibility of investments losing value – can particularly sting investors who 
are overly invested in momentum/expensive stocks. Historically, the average price/earnings 
ratio of the S&P 500 has been around 14. A stock with a dramatically higher P/E ratio may be 
particularly susceptible to downside risk.1 
   
Underdiversification risk can also prove to be an Achilles heel. As a hypothetical example of 
this, say a retiree or pre-retiree invests too heavily in seven or eight stocks. If shares of even 
one of these firms plummet, that investor’s portfolio may be greatly impacted.1 
   
Are you retired or retiring soon? If so, this is all the more reason to review and possibly adjust 
the investment mix in your portfolio. Consistent income and the growth of your invested assets 
will be among your priorities, and therein lies the appeal of a balanced investment approach, 
with the twin goals of managing risk and encouraging an adequate return. 
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